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(i) All projects method. A State may
draw cash based on the incurred
project costs multiplied by the ratio of
the Federal portion of the reserve to
the total reserve multiplied by the
ratio of the total reserve to the net
bond proceeds.

(i1) Group of projects method. A State
may identify a group of projects whose
cost is approximately equal to the
total of that portion of the capitaliza-
tion grant and the State match dedi-
cated as a security. The State may
then draw cash based on the incurred
costs of the selected projects only,
multiplied by the ratio of the Federal
portion of the security to the entire se-
curity.

(3) Aggressive leveraging. Where the
cash draw rules in paragraphs (e)(1) and
(e)(2) of this section would signifi-
cantly frustrate a State’s leveraged
program, EPA may permit an excep-
tion to these cash draw rules and pro-
vide for a more accelerated cash draw.
A State must demonstrate that:

(i) There are eligible projects ready
to proceed in the immediate future
with enough costs to justify the
amount of the secured bond issue;

(ii) The absence of cash on an accel-
erated basis will substantially delay
these projects;

(iii) The Fund will provide substan-
tially more assistance if accelerated
cash draws are allowed; and

(iv) The long-term viability of the
State program to meet drinking water
needs will be protected.

(f) Loans to privately-owned systems. In
cases where State monies cannot be
used to provide loans to privately-
owned systems, a State may draw 100
percent Federal monies for costs in-
curred by privately-owned systems.
When Federal monies are drawn for in-
curred costs, the State must deposit or
have previously deposited into the
Fund the required match associated
with the amount of cash drawn. Every
18 months, the State must submit doc-
umentation showing that it has met its
proportionate Federal share within the
last 6 months. If a State is unable to
document that it has met its propor-
tionate Federal share, State match de-
posited into the Fund must be ex-
pended before Federal monies are
drawn for costs incurred by publicly-
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owned systems until the State meets
its proportionate Federal share.

§35.3570 Reports and audits.

(a) Biennial report—(1) General. A
State must submit a Biennial Report
to the RA describing how it has met
the goals and objectives of the previous
two fiscal years as stated in the IUPs
and capitalization grant agreements,
including the most recent audit of the
Fund and the entire State allotment.
The State must submit this report to
the RA according to the schedule es-
tablished in the capitalization grant
agreement. Information provided in the
Biennial Report on other EPA pro-
grams eligible for assistance from the
DWSRF program may not replace the
reporting requirements for those other
programs.

(2) Financial report. As part of the Bi-
ennial Report, a State must present
the financial status of the DWSRF pro-
gram, including the total dollar
amount in fee accounts. This report
must, at a minimum, include the finan-
cial statements and footnotes required
under GAAP to present fairly the fi-
nancial condition and results of oper-
ations.

(38) Matters to establish in the biennial
report. A State must establish in the
Biennial Report that it has complied
with section 1452 of the Act and this
subpart. In particular, the Biennial Re-
port must demonstrate that a State
has:

(i) Managed the DWSRF program in a
fiscally prudent manner and adopted
policies and processes which promote
the long-term financial health of the
Fund;

(ii) Deposited its match (cash or
State LOC) into the Fund in accord-
ance with the requirements of
§35.3550(g);

(iii) Made binding commitments with
assistance recipients to provide assist-
ance from the Fund consistent with the
requirements of §35.3550(e);

(iv) Funded only the highest priority
projects listed in the IUP and docu-
mented why priority projects were by-
passed in accordance with §35.35565(c)(2);

(v) Provided assistance only to eligi-
ble public water systems and for eligi-
ble projects and project-related costs
under §35.3520;
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(vi) Provided assistance only for eli-
gible set-aside activities under §35.3535
and conducted activities consistent
with workplans and other requirements
of §35.3535 and §35.3540;

(vii) Provided loan assistance to
small systems consistent with the re-
quirements of  §35.35625(a)(b) and
§35.3555(c)(2)(iv);

(viii) Provided assistance to dis-
advantaged communities consistent
with the requirements of §35.3525(b)
and §35.3555(c)(7);

(ix) Used fees for eligible purposes
under §35.3530(b)(2) and (b)(3) and as-
sessed fees included as principal in a
loan in accordance with the limitations
in §35.35630(b)(3)(1) through (b)(3)(iii);

(x) Adopted and implemented proce-
dures consistent with the requirements
of §35.35630(c) and §35.3555(c)(8) if funds
were transferred between the DWSRF
program and CWSRF program;

(xi) Adopted and implemented proce-
dures consistent with the requirements
of §35.3530(d) and §35.35556(c)(9) if Fund
assets of the DWSRF program and
CWSRF program were Cross-
collateralized;

(xii) Reviewed all DWSRF program
funded projects and activities for com-
pliance with Federal cross-cutting au-
thorities that apply to the State as a
grant recipient and those which apply
to assistance recipients in accordance
with §35.3575;

(xiii) Reviewed all DWSRF program
funded projects and activities in ac-
cordance with approved State environ-
mental review procedures under
§35.3580; and

(xiv) Complied with general grant
regulations at 40 CFR part 31 and spe-
cific conditions of the grant.

(4) Joint report. A State which jointly
administers the DWSRF program and
the CWSRF program may submit a re-
port that addresses both programs.
However, programmatic and financial
information for each program must be
identified separately.

(b) Audit. (1) A State must comply
with the provisions of the Single Audit
Act Amendments of 1996, 31 U.S.C. 7501-
7, and Office of Management and Budg-
et’s Circular A-133 and Compliance
Supplement.

(2) A State may voluntarily agree to
conduct annual independent audits

40 CFR Ch. | (7-1-11 Edition)

which provide an auditor’s opinion on
the DWSRF program financial state-
ments, reports on internal controls,
and reports on compliance with section
1452 of the Act, applicable regulations,
and general grant requirements. The
agreement to conduct voluntary inde-
pendent audits should be documented
in the Operating Agreement or in an-
other part of the capitalization grant
agreement.

(3) Those States that do not conduct
independent audits will be subject to
periodic audits by the EPA Office of In-
spector General.

(c) Annual review—(1) Purpose. The
purpose of the annual review is to as-
sess the success of the State’s perform-
ance of activities identified in the IUP,
Biennial Report (in years when it is
submitted), and Operating Agreement
(if used) and to determine compliance
with the capitalization grant agree-
ment, requirements of section 1452 of
the Act, and this subpart. The RA will
complete the annual review according
to the schedule established in the cap-
italization grant agreement.

(2) Records access. After reasonable
notice by the RA, the State or assist-
ance recipient must make available
such records as the RA reasonably con-
siders pertinent to review and deter-
mine State compliance with the cap-
italization grant agreement and re-
quirements of section 1452 of the Act
and this subpart. The RA may conduct
on-site visits as deemed necessary to
perform the annual review.

(d) Information management System—
(1) Purpose. The purpose of the informa-
tion management system is to assess
the DWSRF programs, to monitor
State progress in years in which Bien-
nial Reports are not submitted, and to
assist in conducting annual reviews.

(2) Reporting. A State must annually
submit information to EPA on the
amount of funds available and assist-
ance provided by the DWSRF program.

§35.3575 Application of Federal cross-
cutting authorities (cross-cutters).

(a) General. A number of Federal
laws, executive orders, and govern-
ment-wide policies apply by their own
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